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SUBJECT: SHIPPING DISCRIMINATION: FLAG PREFERENCE AND 
CCC-FINANCED SHIPMENTS 

REF: MANILA 5573 

1 . DEPARTMENT HAS DISCUSSED PROBLEM OF DBP ROLE IN CCC 
CREDIT FINANCING, INCLUDING REQUIREMENT FOR USE OF 
PHILIPPINE-FLAG VESSELS, FURTHER WITH DEPARTMENT OF AGRI- 
CULTURE (USDA) AND FEDERAL MARITIME COMMISSION (FMC). 

2. REGARDING DBP QUOTE SKIMMING UNQUOTE OF CCC CREDIT 
FINANCING, DEPARTMENT AND USDA SHARE EMBASSY'S CONCERN. 
HOWEVER, USDA HAS TRIED SEVERAL TIMES IN PAST, WITH ONLY 
LIMITED SUCCESS, TO PERSUADE DBP TO PASS ON FULL CREDIT 
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BENEFITS TO TEXTILE MILLS AND OTHER PROCESSORS. SHORT OF 
WITHDRAWING CCC CREDIT FINANCING FROM PHILIPPINES, USDA 
SEES NO PROSPECT OF CHANGING DBP PROCEDURES. USDA WISHES 
TO CONTINUE MAKING CCC CREDIT AVAILABLE TO PHILIPPINES, 
SINCE CCC CREDIT IS SIGNIFICANT FACTOR IN OPERATION AND 
MAINTENANCE OF MARKETS FOR US COTTON, TOBACCO AND GRAIN. 
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3. WE THEREFORE HAVE LITTLE LEVERAGE TO INDUCE GOP TO ACT 
WITHIN SPIRIT OF CCC PROGRAM, AND DEPARTMENT DOES NOT 
RELIEVE THAT MAKING ANOTHER PRO FORMA PROTEST AGAINST 
QUOTE SKIMMING UNQUOTE PRACTICES WOULD SERVE USEFUL 
PURPOSE. 

4. REGARDING DBP GUARANTEE AND FLAG PREFERENCE REQUIRE- 
MENT, WE UNDERSTAND THAT OFTEN DBP GUARANTEE IS 
SIMPLY PRECONDITION FOR NORMAL BANKING OPERATIONS; I.E., 
WITHOUT IT, COMMERCIAL BANKS WOULD NOT BE ASSURED OF 
AVAILABILITY OF FOREIGN EXCHANGE FOR REPAYMENT. ON OTHER 
HAND, DISCUSSIONS WITH USDA INDICATE THAT IN MANY CASES 
U.S. BRANCH BANKS MIGHT BE RELUCTANT TO OPEN LETTERS OF 
CREDIT IN ABSENCE OF DBP GUARANTEE, EVEN IF FOREIGN 
EXCHANGE AVAILABILITY ASSURED. FMC, WHILE UNABLE TO 
PREDICT PRECISELY WHAT POSITION IT MIGHT TAKE SHOULD 

U.S. OPERATORS FILE DISCRIMINATION COMPLAINT, IS INCLINED 
TO VIEW DBP'S ROLE AS GUARANTOR FOR CCC CARGOES (DESPITE 
ITS SKIMMING ACTIVITIES) AS INVOLVING SOME FINANCIAL 
RISK-TAKING ON PART OF GOP. AND THUS PROVIDING SOME BASIS 
FOR REGARDING THE CARGOES AS GOVERNMENT-FINANCED. HENCE, 
FMC IS NOW DOUBTFUL THAT FLAG PREFERENCE REQUIREMENTS 
LINKED TO DBP GUARANTEES OF CCC CARGOES WOULD JUSTIFY 
ACTION UNDER SECTION 19 OF MERCHANT MARINE ACT OF 1920. 
HOWEVER, SHOULD GOP USE MANDATORY DBP GUARANTEES AS 
DEVICE TO EXTEND FLAG PREFERENCE TO WIDE RANGE OF 
PURELY COMMERCIAL CARGOES, FMC WOULD DOUBTLESS RECON- 
SIDER ITS POSITION ON DBP GUARANTEES. 
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5. IN VIEW OF FOREGOING, DEPARTMENT DOES NOT BELIEVE THAT 
CCC ISSUE CAN BE USED AS VEHICLE FOR MOVING PD 894 ISSUE 
OFF DEAD CENTER. ON BASIS OF RESERVATION OF CCC CARGOES 
ALONE, WE DO NOT THINK WE ARE ON FIRM ENOUGH GROUND TO 
MAKE MORE FORMAL REPRESENTATIONS TO DFA AND CENTRAL 
BANK, AS SUGGESTED IN PARA. 8 OF REFTEL. FURTHER REPRE- 
SENTATIONS WOULD APPEAR JUSTIFIED ONLY IF THERE IS EVI- 
DENCE THAT GOP IS EXTENDING IMPLEMENTATION OF PD 894 IN 
U.S. TRADES BEYOND DBP-GUARANTEED CCC CARGOES INTO AREA 
OF CLEARLY COMMERCIAL CARGOES OR IS USING OBLIGATORY DBP 
GUARANTEES TO EXTEND FLAG PREFERENCE REQUIREMENT TO 
GENERAL COMMERCIAL CARGOES. EMBASSY SHOULD REMAIN ALERT 
TO ANY INDICATIONS THAT GOP IS PURSUING EITHER COURSE 

AND KEEP DEPARTMENT INFORMED. 

6. DEPARTMENT CONCERNED, HOWEVER, BY GROWING INDICA- 
TIONS THAT GOP IS INDEED BEGINNING TO IMPLEMENT PD 894, 

IN ADDITION TO CITATION OF PD 894 IN CENTRAL BANK LETTER 
IN REFTEL, DEPARTMENT HAS OBTAINED COPY (POUCHED TO 
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EMBASSY) OF CONSULAR INVOICE INSTRUCTIONS ISSUED BY 
PHILIPPINE EMBASSY IN LONDON WHICH APPEAR TO IMPLEMENT 
PD 894 IN PHILIPPINE-UK TRADE, WITH RESPECT TO IMPORTS 
BY CERTAIN DESIGNATED PHILIPPINE COMPANIES. IN INFORMAL 
CONTACTS WITH GOP OFFICIALS. EMBASSY SHOULD EXPRESS CON- 
CERN AT SUCH INDICATIONS THAT GOP IS IMPLEMENTING PD 894 
(DESPITE REPEATED ASSURANCES TO THE CONTRARY) AND 
REITERATE THAT IMPLEMENTATION OF PD 894 IN US TRADES, OR 
ANY OTHER MEASURE WHICH RESERVED SUBSTANTIAL COMMERCIAL 
CARGO TO PHILIPPINE-FLAG VESSELS, WOULD MAKE IMPOSITION 
OF COUNTERVAILING MEASURES LIKELY AND HAVE SERIOUS CON- 
SEQUENCES FOR U.S. -PHILIPPINE MARITIME RELATIONS. 

7. FYI. SEA-LAND RECENTLY INFORMED DEPARTMENT HAT IT 
BELIEVES GOP NOW MAKING EXTENSIVE USE OF OBLIGATORY 
DBP GUARANTEES TO APPLY FLAG-PREFERENCE REQUIREMENTS TO 
ORDINARY COMMERCIAL CARGOES, AND PLANS TO DISCUSS MATTER 
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WITH FMC IN NEAR FUTURE. WE DO NOT YET KNOW WHAT 
EVIDENCE SEA-LAND HAS TO SUPPORT ALLEGATION, OR WHAT 
FMC REACTION LIKELY TO BE. DEPARTMENT WILL KEEP EMBASSY 
INFORMED OF ANY DEVELOPMENTS. END FYI. CHRISTOPHER 
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